The study was conducted to explore the myth that foreign controlled banks were supposed to be more profitable and efficient than local controlled ones. Two out of three financial indicators, understudy, pointed out that the overall performance of the foreign commercial banks, operating in Pakistan, was 24.44% better than the local controlled banks.
Introduction
The commencement of the current decade witnessed a dramatic change in the economic scenario of Pakistan when the Pak economy shows paradigm shift from mixed economy to service oriented economy. One of the most prominent economic events of the decade was the flourishing banking industry, resulting into entrance of many new private & foreign banks into the Pakistani financial market, privatization of many commercial banks, previously nationalized during the seventh decade of 20th century, and many acquisitions and mergers of local and multinational commercial banks. Out of many common prevailing myths the foreign oriented financial institutions, the one is that they perform better as a whole. This is typically assumed to be true about the multinational commercial banks operating in Pakistan. One widely written part of the literature points out that 'Change' in the pattern of shareholdings and top management, generally, cause the enhancement in profitability of commercial banks. Megginson & Netter (2001) in their empirical research consistently shows that privatization had a positive impact on firm profitability. On the other hand, Firth et al,. (2006) ; Kato & Long (2006) and Gibson (2003) typically, discovered that the profitability of the firm is negatively related to the change in controlling top slot of the firm as the top managers are usually held responsible for the profitable operation of the firm. La Porta et al., (1999) and Claessens et al,. (2000) found that controlling shareholders in business groups can maintain their control with the help of indirect ownership and these controlling shareholders, therefore, have greater incentives and means to expropriate firm resources than their counterparts in private firms. Taboado (2007) is of the view that large domestic block-holders ownership of banks is associated with improved performance while the foreign controlled commercial banks and institutions perform better than their peers despite the fact that this performance is not limited to developing and evolving markets.
Initial investigation
Before the decision to take research, preliminary investigations conducted, revealed a different story, explained quantitatively, in Table I , displaying the profit after tax and the total capital employed ratio; also called capital efficiency or return on equity.
The resulting ratios disclosed that 10/24 (41.66%) commercial banks, operating in Pakistan, and registered with Karachi Stock Exchange, are foreign controlled ones. Further, 6/24 (25%) commercial banks, registered with Karachi Stock Exchange, were running into loss as on December 31, 2007 out of which 4 were foreign controlled banks. Mean capital efficiency ratios of 24 commercial banks, foreign and local controlled commercial banks were '0.158', '0.171' and '0.150' respectively. Initial investigations further described that, National Bank of Pakistan, a commercial bank controlled by the Federal Government of Pakistan, reported the highest total capital employed and the profit after tax but its capital efficiency / return on equity was '0.164'; the 8 th highest among the 24 commercial banks. The MCB Bank Ltd. with the 2nd highest total capital employed and the 3rd highest profit after tax had the highest capital efficiency of '0.286'. Bank Al-Habib Ltd.; a privately controlled bank with 7th highest profit after tax and total capital employed, had capital efficiency of '0.266'; the 2nd highest among 24 commercial banks, registered with KSE. Habib Bank Ltd.; a previously nationalized and recently denationalized one and handed over to a foreign institution, had 2nd highest profit after tax and the 3rd highest total capital employed, stood at the 3rd highest rank with '0.247' of capital efficiency. Chart I displays the Capital Efficiency (After Tax Profit / Total Capital Employed):
The confusing rather perplexing trend, displayed graphically in Table I , persuaded the Researcher to focus on the affairs.
Objective and delimitations of the study
The scenario, partially, supports the myth and forced the Researcher to go further into extensive literature review to search the logic to expose the myth which met with considerable success but the quest persuaded the Researcher to try to bust the myth that the foreign controlled banks do better, operationally, than domestic controlled banks. So, the decision to conduct the study on the topic; 'Foreign Banks are More Efficient -a Myth or Fact?' was taken. For the study, objectives kept before sight, were; to investigate into the shareholding pattern of the commercial banks of Pakistan, to explore the profitability and efficiency of the foreign controlled banks in Pakistan, and to study the impact of ownership on the profitability & efficiency of the commercial banks in Pakistan. The study was delimited to the exploration of shareholding pattern of the commercial banks registered with Karachi stock Exchange and to remain confined to the data available in the annual reports of Year 2007. Kunt & Huizinga (2000) are of the view that financial systems of some countries are bank-based and the same for the other countries is market-based. For example, the financial systems of Germany and Japan can be termed as the bank-based as the banks play a leading role in saving mobilization, resource allocation, monitoring of investment-decisions of corporate managers and providing risk management vehicles to the corporate sector while the systems of United States and United Kingdom are more market-based. Further findings of Kunt & Huizinga (2000) show that in developing countries, the banking and financial systems are less developed but more bank-based and the role played by the banks in allocating the resources is particularly great as the resource and funds are scarce and nascent industry and enterprises have fewer sources of capital. How the banks play a crucial role, as the intermediaries among the different sectors of national economy, is evident from ' Figure 1 ': Emphasizing on the importance of the interest rates and spread of the bank, Focus Report (2007) of CBSI describes that the interest, financial institution pays on the deposits & loans and the spread (difference between income from interest and costs on liabilities) are particularly important as it shows the efficiency of the intermediary. With the above statement in view, this study becomes of prime importance for the bank shareholders, investors, chief operating officers, directors, depositors and scholars at large.
Significance of the Study

Source of data and research procedure
Consolidated and audited annual reports of 24 commercial banks, presented to statutory bodies, were the source of data. The shareholding pattern of National Bank of Pakistan was taken as pattern to be followed and all the 24 significant shareholding classes of the subject commercial banks were tabulated. Means & ratios between different classes of the shareholders and total outstanding shares were calculated in order to analyze the current ownership structure. Then the shareholding classification was manipulated and bifurcated in order to separate classes having foreign shareholders and the correlations between different classes of the shareholders, and capital efficiency, bank efficiency, earnings per share and duration of operations were calculated.
Presentation of data and discussion
Percentage of different classes (categories) of shareholders to the total outstanding shares
The pattern of shareholding, of 24 subject commercial banks, explored, manipulated and tabulated in 24 categories (Table II , Column I and Chart II) displayed that the foreign investors (ordinary and companies) were holding 58.22% shares of the subject commercial banks, out of which foreign shareholding companies were holding 55.45% shares. Foreign associated companies, related parties and undertakings were having 40.46% shares as against, local associated companies, related parties and undertakings holding only 12.28% shares of outstanding shares. Federal government was holding a total of 0.10% shares in the commercial banks while the State Bank of Pakistan was holding 5.38% shares in the commercial banks. Kunt & Huizinga (2000) describes that comparatively strong bank-based financial systems of developing countries favor industrial establishment and capital allocation.
Initial investigations and the general scenario of financial markets, displaying split of controlling shares in the hands of foreign and local investors, is a healthy sign. On the other hand, a study by Gerschenkron (1962) that government controlled banks can help to avoid failures of financial markets, diverting the scarce domestic savings and funding to the strategically important national projects in which foreign banks may be reluctant to invest is also a considerable point of view. With a convincing argument that the strong government controlled banks support the national economy and the general public, one must keep in view the drawback, as well, pin pointed by Kwan (2004) that government controlled banks are normally less profitable than privately controlled ones. But, the huge profitability of National Bank of Pakistan Ltd. and excellent efficiency of The Bank of Punjab Ltd., are negating, to some extent, the findings of Tian (2000) that firms under government control are valued less than those under non-government control. They further explained their theory that a firm with a lower government stake in ownership is less valued than the one under government control. When the government stake increases (government assumes the control of the firm) in the firm, the value of the firm increases substantially.
Separation of ownership and control
The theory that societies with heterogeneous preferences and civil divisions reduce growth and public goods provision, presented by the Alesina, Baqir & Easterly (1999) and Banerjee, Iyer & Somanathan (2005) persuaded the Researcher to look into the relationship between the class of CEOs & directors, holding the 3.69% shares in 18 commercial banks and the class of executives, holding 0.02% shares in 10 subject commercial banks. Findings in the Table III appears to be alarming that correlation between class of CEOs & directors and class of executives is '-.022' as the Berle and Means (1932) are of the view that separation of ownership and corporate control may create a scenario in which the interests of the owner and the manager may move away from each other toward the opposite side and the system of check and balance may disappear. One must look into the prevailing financial scenario of commercial banks in the light of agency theory, developed and presented by Jensen and Meckling (1976) , pointing out that the costs of deviation from maxim of profit maximization is reversely related to the stake of managers in ownership and resultantly, ownership may scatter.
Further, correlation between the class of CEOs & directors and profit before tax, EPS, bank efficiency and duration of operations is '-0.098', '0.007', '0.302' and '-0.007' respectively, which is self explanatory. CEOs and directors do not have shares in large quantity in which executives generally hold the shares. CEOs and directors seem to have no control on the profit before tax but to have control on the earnings per share and bank efficiency. Holding of posts of chief operating officer and the chairman of the board of directors, simultaneously, is not treated as typical for the bank's performance as is explained by Fogelberg and Griffith (2000) . Two out of four correlations, related to earning per share and bank efficiency, calculated in Table III , seems to be of higher relevance to the class of CEOs & directors, informing one that financial affairs of the commercial banks are directly affected by the CEOs & directors as the CEOs and/or directors, generally, holds the managerial positions of the company as well. Announcement of the earning per shares and the administration of financial affairs are directly in the jurisdiction of the board of directors and ownership & control are not in the separate hands. Reflections of such situations should be viewed in the light of findings of Fogelberg and Grifith (2000) that more control of management in the hands of ownership creates the problems. Fogelberg and Grifith (2000) demonstrated, graphically, in Figure: 2 that bank performance goes up to some extent and then moves downward with the passage of time if the control of the banks is in hands of ownership.
Numerical findings of the Table III, regarding the correlation between the class of executives and profit before tax, EPS and bank efficiency ('0.156', '0.367' and '-0.022') point out that they have substantial but negative/inverse control on bank efficiency. Such phenomenon was reported by the Saunders, Strock & Travlos (1990) that bank risk had declined between 1978 and 1985 which was inversely related to the increase in the managerial ownership. Similar situation is explained by Jensen and Meckling (1976) with reference to their agency theory that executives seems to have negative control on the bank efficiency which is extremely worrying situation. But, the findings are rational one and only Bliss and Flannary (2002) examined this question by studying the publicly held banking companies and did not find any evidence that the stock and bond holders influenced the management decisions and this created the doubts about the effectiveness of the financial market in influencing the business strategies, adopted by managers. Deep investigations at the individual level reveal that only 10 banks reported to have the executive shareholding class, with mean shares of 489142. Only three banks; Habib Metro Bank Ltd. Arif Habib Bank Ltd. and Habib Bank Ltd., reporting to have more than mean shares in this class, are having bank efficiency of '0.327', '0.540' and '0.412' respectively which is not a bad sign as the bank efficiency near or below '0.50' is considered to have an excellent one (King -2009). The findings that the commercial banks with higher than normal executives shareholding class are more efficient; whether they are smaller units (Arif Habib Bank Ltd.) or bigger one (Habib Bank Ltd.), appears to be correlated with the findings of Kwan (2003) that management ownership appears to play a crucial role in firm performance. Berger et al, (2000) claim that if the ownership and control in a professionally controlled firm is separated, managers may lose interest in the management, resulting in insufficient work effort by them, choosing the working style suitable to their own choice, involving struggle for the perquisites or failing to maximize the profitability of the firm. Such a situation is prevailing in National Bank of Pakistan Ltd., today, where executives are taking least interested in the affairs of the bank and indulging in other negative practices. Similarly, Bearle and Means (1932) point out that the separation of ownership and control may create a conflict of interests between owners and managers. All the discussion in the section regarding the executive / managerial ownership relationship with bank efficiency and performance, verifies the literature. But, the policy of some banks, to keep the ownership and management separate, seems to reflect the theory of Berger et al (2000) and Bearle and Means (1932) . The graphical position of the relationship between executives and different indicators of the financial position of commercial banks is presented in the Chart III:
General public(local & foreign) class of shareholders
As displayed in Table II , general public (local and ordinary foreign) classes of shareholders hold 9.71% & 2.48% shares, respectively, in the subject commercial banks. The correlation between the 'general public (local & ordinary foreign) shareholders' and 'profit before tax' is '0.158' and '-0.53' respectively. Logic behind the fact seems to be that the public decisions are instant and not long lasting. General shareholders decisions in favor of the highest profitable stock seem less logical and without any strong background. General shareholders typically ask for the EPS. The general public (local & foreign) is usually irrational one without caring about other factors and focusing mainly on EPS.
Bank efficiency
Bank efficiency formula followed, is proposed by King (2009) which says that the ratio measuring the efficiency and productivity of commercial banks is bank efficiency. It means it is the cost the bank has to incur, to earn return (revenue). The formula applied is:
Efficiency ratio = non interest expenses / net interest income + non-interest income
Non interest expenses and non-interest income are more "controllable" than net interest income. The average bank associate has little influence over what the bank pays on depositors' account or earns from the debtor but can influence the expenses and other sources of income. King (2009) is of the view that if a bank's efficiency ratio is 50% or below, all is well; if the ratio is 70% or more, it needs to be better. Bank efficiency ratios do not suit to every situation. If banks are providing the highest quality service costing higher than normal, the ratio may be significantly higher. Usually, the banks prefer lower one (king -2009).
Analysis of findings about bank efficiency of subject commercial banks
As displayed in the Table IV, the mean bank efficiency of the 24 subject commercial banks is '0.67' which is, fortunately, still below dangerous level (see King -2009) . Bank efficiency of the foreign controlled banks is '0.43' while the same for the local controlled banks is '0.50', which is 14% higher than the foreign controlled banks and the bank efficiency of the foreign controlled banks is 35.83% more than the mean working of commercial banks while the local banks are working 25.37% more efficiently than the mean of 24 commercial banks. In the other words, one can say that the foreign controlled banks are working 14% more efficiently than the local controlled banks.
The scenario reflects the prevailing global one that as a whole, foreign banks perform better. But, surprisingly, the best bank efficiency ratio, '0.254', is of The Bank of Punjab Ltd.; a provincial government controlled bank and the 2nd best figure, '0.305', is for the government controlled bank, i.e. National Bank of Pakistan Ltd. The two best bank efficiency figures, maintained by the government controlled banks, arises many questions about the logic behind the scene, audit reports (reporting procedure and auditing companies) and the annual reports (window dressing etc.). The 3rd best bank efficiency, '0. 
Correlation between different classes of shareholders and profit before Tax & bank efficiency
As displayed in the Table III, the correlation calculated to be negative between the shareholders classes, with high percentage of foreign shareholders, and profit before tax. The most significant class of shareholders displaying the higher correlation '0.171' with profit before tax, is class of others (misc.), followed by the shareholders class of the general public (local) with a correlation of '0.158' with profit before tax.
The best correlation '1.000' score found is between State Bank of Pakistan and bank efficiency, followed by shareholders class of joint stock companies with a correlation of '0.422'. The 3rd best correlation '0.333' is found between the investment companies and the bank efficiency. A bulk of literature, including studies by Bonin et al,. 
Analysis of EPS of subject commercial banks
Table IV displays that the mean earning per share, declared by the 24 commercial banks, is Rs. 5.59 and that of foreign and local shareholders' controlled commercial banks is Rs. 6.02 and Rs. 7.47 respectively which means that local controlled commercial banks are distributing 19.41% more money as a whole to the shareholders as earnings per share than the foreign controlled commercial banks. Fifty percent of the foreign controlled banks, with a mean EPS of Rs. 6.03, are distributing 7.29% higher dividend than mean EPS. On the other hand, 50% of local controlled banks with mean EPS of Rs. 7.47 are distributing 25.17% more than the mean EPS. Four (all foreign controlled banks) out of six commercial banks reporting loss for the year, also distributed the dividend to the shareholders which may shows their financial strength and accumulated previous earnings. But, as a whole, EPS of the local controlled banks is better.
Analysis of capital efficiency of the subject commercial banks
Mean of the capital efficiency of the 18/24 subject commercial banks (six commercial banks running into losses) is '0.157' while the same for the foreign controlled commercial banks is '0.171' which is 8.18% higher than the mean. On the other hand, mean capital efficiency of the local controlled banks is '0.151' which is 3.97% lower than mean for the 24 subject commercial banks and is 11.69% lower than foreign controlled commercial banks. One may say that foreign controlled banks are employing their capital 11.69% more efficiently than their local controlled competitors or their return on equity is 11.69% better than local controlled banks.
Analysis of duration of operations of subject commercial banks
The mean duration of operations (years) of subject commercial banks in Pakistan is 20.54 years while the same for the foreign and local controlled banks in Pakistan is 24.17 and 23 years, respectively. The mean of duration of operations (years) of commercial banks, reporting loss, at the end of year 2007 is 12.00. Foreign controlled banks have been operating in Pakistan 4.84% longer than the local controlled banks. Mean duration of operations of the commercial banks reporting loss at the end of Year 2007 is shortest. Empirical findings of the Table III did not support that longer the duration of operations, higher the bank efficiency, capital efficiency but the EPS. Rather, the negative correlation between duration of operations and profit before tax & bank efficiency is '-0.116' and '-0.285' respectively, exhibits the reverse relationship between them, i.e. the profitability of new commercial banks operating in Pakistan, as a whole, is better.
Conclusions
The findings of the study, regarding the bank efficiency, capital efficiency and EPS, summarized in Table V, mentions that according to two out of three financial indicators, the performance of the foreign commercial banks is 24.44% better than the local controlled banks in Pakistan.
Local controlled commercial banks in Pakistan are more profitable than foreign controlled ones as far as the volume of the profit is concerned which is reflected in their earnings per share but the foreign controlled commercial banks in Pakistan, as a whole are more capital efficient as compared to the local controlled commercial banks subject to few exceptions. The bank efficiency of the foreign controlled commercial banks in Pakistan is much better than local controlled commercial banks. Foreign shareholders are controlling more than fifty-five percent share in the subject commercial banks. The cause may be that; as their policies and practices are extra vigilant and cautious in relatively new and unfamiliar environment, the foreign controlled banks have better asset management and better operational efficiency which converts them to the more profitable and/or efficient banks than locally controlled ones. General public shareholders (local and foreign) are having minimal control on the commercial banks as they are controlling less 
